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Before The 
Federal Communications Commission 

Washington, D.C. 20554 

I n  the Matter of 

Application by Verizon Maryland Inc., 1 
) Verizon Washington. D.C. Inc., Verizon 

RECEIVED 

JAN - 9 2003 

~ 

West Virginia. Inc., Bell Atlantic 
CoinmLinications, Inc. (d/b/a Verizon 1 WC, Docket No. 02-384 
Long Distance). NYNEX Long Distance ) 
Company (d/b/a Vcrizon Entei-prisc 1 
Solutions). Verizon Global Networks, Inc., ) 
And Verizon Select Services, Inc. for ) 
Authorization To Provide In-Region. 
InterLA~lA Serviccs in Maryland, ) 
Washington, D.C.. and West Virginia 1 

COMMENTS OF THE MARYLAND OFFICE OF PEOPLE'S COIJNSEL 
REGARDING THE APPLICATION BY VERIZON MARYLAND FOR 

AllTHORlZATION TO PROVIDE IN-REGION, INTERLATA 
SERVICES IN MARYLAND 

I. INTRODUCTION 

On December 19. 2002. Verizon-Maryland. Inc.. Verizon-Washington. D.C.. 

Vel-izon-West Virginia, Inc.. Bell Allantic CommLlnications, Inc. (dibla Vcrizon Lollg 

Distancc). N Y N E X  T,ong Distance Company (d/b/a Vcrizon Enterprise Solutions), 

Vcrizon Global Networks, lnc.. and Verizon Select Service. Inc. (collectively referred to 

as Veri7on) tiled ail Application for Authorization to provide in-region, interLA'I'A 

service in the state of Maryland and West Virginia, and the District of Columbia, 

pursuant to Section 271 ofthe C'onimunications Act of 1934, as amended (the Act), 47 

U.S.C. $271. Also on December 19, 2002. the Federal Communications Corninissioii 

(FCC) issued a public notice rcqtiesting cominents on the above-referenced application 



Maiyland Oftice of People’.. Cou~irel 
Verizon Maryland, lnc 

%ate of Maiyland 

(DA02-351 I ) .  The FCC public notice rcquired that initial comments be l i lcd by January 

9. 2003. 

Pursuant to that I’ublic Notice. the Maryland Office of People’s Counsel (OPC or 

People’s Counsel) offers these comments regarding the Application by Verizon- 

Maryland, lnc. for authority to provide in-region IntcrLATA services i n  Maryland. 

I’ursuant to Maryland statute. the Office of Pcople’s Counsel is empowered to represcnt 

thc interests of I-esidcntial and non-commercial users or telephone services for the State 

of Maryland.’ I n  furtherance ol‘those duties, the Maryland Officc of People’s Counsel 

\vas an activc participant in the Maryland Public Service Chmmission’s revicw into 

Vcrizon-Maryland. Inc.’s compliance with the conditions of 47 [J.S.C. Section 271(c) 

(Case No. X92I). That proceeding by the Maryland Public Service Commission resultcd 

i n  a lettei- by the Commission to Verizon-Maryland, Inc.’s, President. Mr. William 

Roberts. which while stating the Commission’s misgivings about the state ofcoinpctition 

i n  the Maryland local lelephonc service market. nonethclcss found that sub,ject lo Verizon 

complying with 10 conditions. the Commission could find that Verizon was tcchnically 

in compliance with the Section 271 checklist as dcfincd by the FCC. 

Pcoplc’s Counrcl’s testimony before the Maryland Public Service Commission 

locused on the dismal state of local telecomrn~inications competition in Maryland- 

especially for residential customers, and 011 Verizon’s failure to ineaninglully comply 

with the Section 272 separate affiliatc requirements. I n  People’s Counsel’s view. the 

dismal statc of lncal compelition in Maryland provided suFficieni evidence for the 

’ See Md. A n n  Code, Public Ut i l i ty  Companies Articlc. Section 2-201 tlirough 2.205. 
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Maryland Office of People’s Counsel 
Veriaon Maryland, Inc. 

Slate oTMaIylalld 

Commission to  decide tl~al Verizon.s Section 271 Application was not in the ptlhlic 

intcresl.’ A n  abbreviated discussion of the Public Interest analysis follows. Additionally. 

I’cople‘s Counsel will provide comments below rcgarding additional areas of conccrn. 

IT. VERIZON’S APPLICATION IS NOT IN THE PUBLIC INTEREST 
(Appliciltion, Section IV, p. 98). 

1 he comprcheiisive rcview conducted by the Maryland Public Servicc -~ 

C’omniission rcgarding Verizoii’s compliance with Section 271(c) ofthe 

Tclccoininunicatioiis Act conclusively shows that the state of local competition i n  

Maryland -- especially ti)r i.esidentin1 custuiners ~ is dismal. In the Maryland procceding. 

parties werc able to conclusivcly show that Vel-izon’s representations regarding the actual 

l c w l  otcompetition in the Maryland local service market were significantly intlated 

because Ihcy were based o n  a flawed analysis of thc E9 I I data base and a flawcd 

measurement ofthe number of completed collocation arrangemcnts. Additionally, the 

widcnce put forward by Veriron failed to take into account that opportunities Ibr further 

CILC competition had been snbstantially constricted due to a number ofC‘I.EC 

bankruptcics and a had economic situation. 

Indeed. in its letter to Vcriron’s President Koberts, the Maryland Public Scrvice 

Coinmission expressed deep ccincern aboul the State of Maryland’s “inability to build 

tipon [he initial gains achieved in  opening the Ic)caI market to competition and the 

apparent sluggish nature of local competition growth.” 111 fact. the Commission lloted 

A copy o f l l i c  Of.fice of Peoplc’s Counsel’s Brief 011 thehe issues is attached 10 tlicse comincntr as 
Appeiidis I 



Maryland Olfice 0 1  People’s Coutiscl 
Verizoii Maryland, Inc. 

Crate o f  Mat,yland 

that the level or  competition in  Maryland had actually declined, and that Maryland ranked 

ncar thc bottoni ofall states. with South Carolina and Mississippi. in the level of local 

competition. ’ 

People’s Counsel vieus this disinal level ot‘local competition as being 

inconsistelit with the public interest, convenience and necessity required by Section 271 

(d)(3)(c) of the Act. I f  Verizon is allowed to offer in-region inter1,ATA service whilc 

still imaintaining what is effectively a monopoly in the local markeL (and especially in  the 

residenlial inarkct) such authorization is clearly not consistent with the public interest 

convenience and necessily as requircd by the Act 

(he  rccord in the proceeding before the Maryland Corninision IS rcplete with 

inlhrinatioii establishing that there are teu competitive choices available to all coiisiimers 

iii all parties of thc State of Maryland. I’uhlicly available information reported by the 

FCC in  its local telcphoiie compctition reports indicates that Verizon’s competitors in 

Mai.yland scrve only 4.2% ofthe total niarltet (wcl l  below the 10.2% national averagc) 

Even morc disturbing is evidetice showing that CLEC market share for residential and 

small business customers i s  “at a miniscule 1.6%-down from 2.1% from the pcriod 

cndiny dune 30. 2001 ..” 

Veri7on argues thal approval of its application will increase long-distancc 

co1npetition.i Vcriaon points 10 ”consumer groups” that have docxinented the benefits to 

consumers, relying particularly upon “consumer groups” who have estimated that 

See Marqlaiid Public Service Coinniissioii Leller to Mr. Wi l l iam R. Roberts dated December 16, 2002. p. 
2. ( A l e c h e d  as Appendix 2) .  
‘ S e e  Appendix I, p. X .  
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Vel-izon‘s cntry into the long-distance market i n  Maryland will save consumers up to $72 

million each year on their long-distance bills. The “consumer group’‘ study that Vcrizan 

d i e s  upon is n study conducted by the ‘l‘clecommunications Research and Action Center 

(TRAC;) which purports to projecl residential savings in Maryland’s telephone market.” 

Peoplc’s Counsel’s witness Dr. Selwyn was able to show i n  the proceeding before the 

Maryland Public Service Commission that the TKAC study, as well as other studies that 

\sere available in Maryland, “grossly exaggerates the savings consiiniers might plausibly 

obtain hoin KBOCk long-distance entry.”’ Additionally, Dr. Seluyn discovered. using 

ptiblicly available information, that I R A C  is not the independent advocate group i t  

portrays itself as but rathcr is closely associated with a Washington. D.C. poblic relalions 

firin uhose clietils include Vcrizoii, Qwest. SBC. Bell South and the Unitcd Stales 

Tclcphone Association.x 

The ‘1‘RAC study is further flawed hecausc i t  compares .\pcc$c VcriTon long- 

distance pricing plans with uvcrugcs of prices being offered by other nonBOC carriers. 

Had a prtiper comparison been perforinecl by TKAC. such a cornparisoil would have 

sliown that Verizon’s pricing plaiis. “when appropriately applied to ccinsuiners bascd 

upon thcir iictiial calling rcquircinents ancl assuming reasonablc, rational and informed 

customer behavior, indicate tliat Verizon’s entrance into thc long-distance market 

provides consiiincrs with 110 competitive gain whatsoever.”‘) What is even more 

’ Sce V e r i ~ o i i  Application, p. 108. 
“See Vcrirui i  Application. p. IW; App. 0-MI). tab 24. 

Appendix I. p. 16. 

Appendix I, p. I 6  L: 

” ld ilt 17. 

5 



Mal-yland Oftice of People’s Counsel 
Veriron Maryland, Inc. 

State of Maryland 

compelling evidence of the uortlilessness ofthe TRAC propaganda piece is that thc 

Maryland Chinmission completely ignores i t .  

A s  noted previously. in  the proceeding before the Maryland I’ublic Service 

(‘ciminission. the Commission decided that the record showed “the obvious need to 

improve the local competitive environment in  Maryland.” I “  I n  order to insure that local 

competition became viable, the Commission directed Verixon to implement certain 

rcquirenienk discussed bclou. Furthermore. the Commission noted a number of 

concerns that needed to he addressed before the Commission could say that Verizon’s 

entry into the Maryland long-distance tnarltet was in the public interest. 

The Commission‘s conditions related to the following: Verizon’s “No HuiId” 

policy. dark fiber, Geographically Relevant Interconnection Points (GRIPS). billing, 

enhaice facililies. Enhanced Extended I,oops (EELS). h i e  sharing. nietrics replication. 

directory listing and related charges, and Unbundled Network Element (IJNE) pricing. 

The Commission‘s conditions Cor each o f  those ten items are explained in its letter lo 

Verimii’s president. Mr. Roberts. Additionally. the Commission expressed conccrns 

pertaining to the lack of competition within the State of Maryland. First, the Commission 

cxpressetl concern about the FCC’s consideration of  modifications to the list of 

~inbuntlled network eleinents and the availability o f  LINE platforins (LINE-P). The 

Commission was ofthe opinion that without LINE-P. competition in Maryland would not 

continiie to grow. 

~ ~ 

See Comnirsion I.etlerto William Robell.;, p. 3 (Appendix 2) I <I 

6 



Maryland Office o t  People’s Counrcl 
Verizon Maryland, Inc. 

Statc o f  Mai.yland 

‘I’hc Commission also expressed concerns that Verizon‘s interactions with its 

affiliates musl bc closely monitored to avoid local exchange customers sclbsidizing long- 

distancc customers. ‘The Commission promised to participate in the Section 272 biennial 

proceedings conductcd by the FCC‘ and indicated a desire to institute its own proceeding 

if necessary. Finally. thc Conimission admonished Verizon about lhc cise ofE9l I data 

base as a mcchanisin to attcmpt to show the level of local exchange competition in 

Mal-yland. Thc Commission cncouraged Vcrizon to develop a inore “transparent and 

vcriliable source of statistics” to estimate the levcl of competition. 

Pcople’s Couiisel bclicves that the conditions identified by the Maryland Public 

Service Chninission are a necessary. but not necessarily sufficient, mechanisni to spur 

the development of telecommunications competition i n  Maryland. As noted previously. 

[he cvidence provided shows that the local cxchange niai-ket in Maryland is far from open 

and that this particularly holds true for the residential market. Additionally. i t  is 

debatable whether the miniscule levcl of local competition that currently exists can be 

sustained over the long run. I n  Maryland. this is a major concern because the Maryland 

Public Scrvicc Commission has not yet set final unbundled network element rates for 

Vcrizon’s facilities. In People’s Cocinscl‘s view. it is impossible to know what level ol‘ 

local phone conipetition will develop lor residential customers until those final rates are 

sct and some experience i n  the market is gained with competitors malting offers to 

residential ctistomcrs. 

People’s Cotinsel agrees with one ofthe Commission’s concerns related to thc 

continued availability oftlie unbundled network element platform (UNE-P). People’s 

7 



Marylniid Office of People's Counsel 
Verwon Marylaiid, Inc 

Stale o f  Mdr) laiid 

('ouiisel believes that I JNh-P is an important, and possibly essential, element which must 

rcmain available in Mar)laiid until Verizon.s competitors are able to obtain a laryc 

eriotigh cnstoiner base to support those companies expending capital on their own 

Ilxilities. 

'I'lie Maryland Public Service Coinmission also directed that Verizon enter into 

discussions with its competitors regarding liiie sharing for DSL service. AS thc 

Commission put it, "where ail end nser rorrnally was provided voice and data services by 

Veriron. imd chooses to receivc its voicc service from a CLEC, the end-user will lose its 

data or IISL services firom Verizon. The Commission is extremely concerned about this 

potcntial side effect on a cuslorner's decision to engage i n  choice-that is that the 

cusloiners has to weigh its desire to niaiiitain its IXL  service against its decision to select 

a competitive local cxchange provider."" People's Counscl is concerned that the 

Commission's requiremcnt that Verimn enter into technical and business discussion with 

its competitors to address thcsc arrangemcnts does not go far enough. In People's 

Counsel view. thc competitive environment is Iiarined unless either the Maryland Public 

Service C'ommission or the FC'C requires Verizon to  commit to continuing to scll DSI. 

services to a customer who leaves Verimn to buy voice services [rum another company, 

but who wishcs to keep his USI, service with Verizon. I2 

" C'oinmissinti lciter to Wi l l iam Roherrs, 11. 7 (Appciidih 2). 

to pi.cividc I)SL service over the same loop heing used Iiy a CLEC to provide voicc service. "WorldCoin 
Says I.oiiisiaiin PSC Vote W i l l  Dolslcr ILocal Competition." I'RNewsWire. Dcceitiher 18. 2002 

Tlie Louisiaiia Public Service Coinmission recently ordered BellSouth Telecoinmunicatiotls to continue 

8 



Maryldnd Office ofPcople’5 Cotln\d 
Verizon Maryland. Inc 

Staw u t  Maryland 

111. VERIZON’S COMPLIANCE WITH THE REQUIREMENTS 
OF SECTION 272 IS INSUFFICIENT TO ENSURE THAT 
VERIZON WILL NOT ENGAGE IN UlSCRlMINATORY 
A N D  ANTI-COMPETITIVF: CONDUCT 

Verizon argues that i t  is fully in compliance with the rcquiremcnt o f  Section 272 

because i t  will provide all services that are sub,ject to thc requirements orScction 272 

through one or more separatc affiliate that comply fully with the requirements ofthat 

Section and the Commissioii’a rules I’ Even if Verizon is complying w ~ r h  the exact 

terms of Section 272, in I’eoplc’s Counsel‘s view, siicli conipliancc is insufficient to 

forestall the potential for discriminatory and anti-coinpetitivc conduct h a t  could arise out 

of Veriron’s ability to extend its market power i n  the local telecommunications market 

into the adjacent long-distance markct. ‘There is evidence from other states that liavc 

alrcady given Vcrizon Section 271 approval that. as currently applied, Section 272 fails 

to prcveiit discrimination and anti-competitive conduct by the BOC on behalf o f  its long- 

distance affiliate. For example. in New York it has become apparent that the interactions 

hclweeii VeriLon and its long-distance affiliates raise serious questions as to the actual 

separation bctueen these corporate entities. The first Section 272 audit report in  New 

York points to a significant nunihcr of instances of.joint marketing, joint account 

administiation. and  combined billing of Verimn’s local and long-distance services. I 4  

It could likewise be expected that Verizon-Maryland will also want to usc its 

existing customer relationship with virtually every residential customer ill Maryland to 

sell those cListoiners long-distance services. Verizori has a potential unfair advantage in 

Vci. l ron Appllcnllon. p. 97 
Scc Appcndia I .  p. 2; .  

l i  
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Miiryland Offict: of People‘s Counsel 
Veri7on Maryland. Inc. 

%ate of Marylniid 

the competitive niarkct because or this pre-existing relationship that exists solely because 

Vcrizon was the only local phone company that cc~nsu~ners could select. Verizon will 

likewise enjoy a significant marketing advantage over its competitors because it can use 

its in-bound channel to sell its affiliated long-distance servicc to its local service 

custoniers. To the exlent Verizon long-distance benefits from this relationship, it should 

be required to pay markel bascd rates to tlie Verizon local company I’or advertising and 

customer acquisition costs. Otherwise Verizon’s costs will be a few dollars per cnstoincr 

as coinpared to CLEC costs of hundreds ofd01lars.l~ 

I n  order to prevent any possible abuse, People’s Counsel had recomiiiendcd that 

h e  Maryland Public Ser\Jicc Commission require Verimn-Maryland to conform to 

certain Section 272 practices. These include: 

. The C:omniission sliould prohibit improper self-dcaling by requiring that 

Verizon Maryland tile with the Commission and make available for 

public inspection a l l  fair market value studies undertaken, including a 

study estiniatin~ tlie fair market value of.joint inarketing and customer 

acquisilion services. and the complete process and data used to dctermine 

the fully distributed cost I‘or services priced under either of these Iwo 

methods. If Verizon fails to make such a filing. it should not be 

permitted to provide the service i n  qucstion. In addition, the Commission 

~liot i ld direct the audilor, during the joint federal-state biennial Section 

Appendix I. pi’. 71-24 1 %  

I O  



Maryland Ofiice of People's Counsel 
Veriroi i  Maryland. Inc. 

State of Maryland 

272 audit proceeding. to examine all of these filings, not just a random 

sample. 

. 'The Commission should apply non-solicitation r~11es to the transferring 01 

movement of cmployees from Verizon Maryland to  Verizon Long 

Distance. While employed at Verizon. no employee of any Verizon 

cntity should request or solicit an employee of Verizon Maryland, or 

cause another employcc o f  Verizon Maryland to he solicited, to ti.ansfer 

or move cmploynient from Vcrizon Maryland to Vcriznn Imng Distance. 

Verizon should not post i n  Verizoii Maryland Offices or on Verizon 

electronic medium. or allow Verizon Long Distance to post in Verizon 

offices or on Verizon intranets or other electronic media, advertisemerits 

for o r  notices davailahility of Verizon Long Distance positions. 

. The Commission should find thal. as long as Vcrizon Maryland has 

market power in  the Icical markct. it is able to artificially inflate the 

'-Prevailing Market Price" o f  billing and collection services offercd to 

competing IXCs. The Commission should require (hat Vcrizon Maryland 

price billing and collection services provided to Verizon Long Distance at 

the lcsscr o f f i t l ly  distributed cost or fair market value, and made 

a\Jailable to competitors at the same price. 

. The Commission should strengthen the affiliate transaction rules by 

directing the affiliates to operatc such that the management of each entity 

(Verixon Maryland and Verizon Long Distance) each makc all affiliate 



Maryland Office dPeoplc’s  Counscl 
Vcrizon Maryland, Inc. 

Stntc of Maryland 

transaction, service offering, and pricing decision only with respect to the 

bottom line or  each respcctive entity. For example. Verizon Long 

Distance should not be permitted to ignore the per-account billing fees i t  

pays to Verizon Maryland when offering scrvice plans that do not incltidc 

l i xcd  or rniniinnni monthly charges. Such plans. if offered by Veriron, 

would effectively negate the “arm’s length” relationship by substituting 

the actual out-of-pocket costs to thc parent Verizon Corporation for the 

increinental long distance billing (which are minimal) for the “payments” 

that Verizon Long Distance is nominally required to make to Verizon 

Maryland for the billing services. Where the parent corporation balance 

sheet is the only consideration, Verizon Maryland and Verizon 1,ong 

Distance will conlinuc lo cost-shift whcrcvcr possiblc so as to establish 

False competitive prices or prevent Verizon Maryland rroni earning 

income from affiliate transactions so that Verizon Maryland will 

LiItiinatcIy bc ahlc to scek rate increases for its regulated monopoly 

services either by revising its price cap structurc or by sonic othcr 

“extraordinary” form of “relief:” 

I’cople‘s Counsel requests that the FCC establish rilles such as thesc to prcvcnt 

any potential aftiliatc abuse before granting Vcrizon $271 approval. 

12 



Maryland Office of Pcople's C:ounPcl 
Verizon Maryland, Inc. 

Stale o f  Maryland 

Continued lor yignatures: 

Respectfiilly submitted, 

People's Counsel 

Theresa V. Czarski ,/-I 
Assistant People's Counsel 

Office of People's Counsel 
6 St. Paul Street, Suite 2102 
Baltimorc. Maryland 21 202 

(410) 787-8150 
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